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Abstract:  The Governor of Texas has proposed a tax reform that lowers property tax
and eliminates the franchise tax.  The lost revenues are replaced by raising the sales
tax and instituting a modified value-added tax. The issues are not unique to Texas,
many states are considering tax issues.  The current tax system is based on an
economy that no longer exists and is not providing sufficient revenues.  Given the
changed economy of the state, modification of the tax system is reasonable.  But the
proposal increases regressive taxes and decreases the only progressive tax in the
system.  Overall the proposal is more regressive than the existing tax system.
Property Tax and Tax Reform in Texas: An Equity Concern
Judith I. Stallmann and Lonnie L. Jones
Introduction
The economic history of Texas is reflected in its tax system.  Through the years,
as the economy of Texas has changed, Texans have changed (been forced to in some
cases) their tax system to fit the new economy.  The recent proposal by the governor
for tax reform arises from the economy once again.
    State revenues stagnated in the 1980s.  Falling oil prices decreased severance
tax revenues, which were 27 percent of state tax revenues in 1982 and are now 4
percent,  and the increasing importance of the service sector in the state’s economy
was not reflected in its tax system (Hamilton).  The state shifted more of the financing of
education to local school districts (Figure 1).  In the late 80s population resumed its
previous growth, and local school districts were left to cope with an increasing school
population.  
The only local source of revenue for school districts is the property tax. The
same factors that caused state revenue stagnation, oil prices and the increase in the
service sector,  also caused local revenue stagnation.  The school property tax base
has been stagnant (actually falling) since 1985 (Figure 2). The school property tax base
is the net taxable value after exemptions and special tax treatments are applied
(Legislative Budget Board Web Site/GLOSSARY).   As a result property tax rates have
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financing (Report of Staff Work Group).  Sixty percent of all property taxes are for
schools (Fiscal Notes).
Complaints about property tax have grown more common and louder.  In 1988,
the legislature allowed cities and counties (but not school districts) to impose a sales
tax of up to 1 percent in order to reduce property taxes.  By 1993, local governments
had reduced property taxes and increased local sales taxes by $260 million (Report of
Staff Work Group).  In 1995, however, property taxes still provided 86 percent of local
tax revenues (Hamilton).
The Texas constitution dictates that the state must “equalize” financial support
for education to provide all students an equal opportunity for education.  Several plans
have been adopted to meet this requirement in the past.  A 1991 effort to equalize
school funds between districts provided a redistribution of local property tax revenues
from high-tax-base to low-tax-base districts.  High-wealth districts can turn a portion of
their revenues directly to the state or directly to a lower-wealth district.  A high-wealth
district can opt to consolidate school districts or tax bases with a low-wealth district. Or
high wealth districts can allow low-wealth districts to annex taxable property.  All but
one district have opted to send revenue to the state or to a low-wealth district rather
than consolidate or turn over taxable property.  This also has not been popular with the
high-wealth districts (Report of Staff Work Group).
In his state-of-the-state address the governor proposed changing the state tax
system to address both the issue of local school property tax relief and the issue of
state revenues for education. Currently the state funds 47 percent of school costs and
the governor proposes increasing that to 55 percent (Fikac).  Local school property
taxes would be cut, the state sales tax would be increased one half of one percent, and
the corporate franchise tax would be repealed in favor of a business activity tax (Texas
Business Tax, TBT), a modified value-added tax, similar to that of the state of Michigan.
While there are economic reasons to argue that increasing state funding for
education is efficient, how the funds are raised also has impacts on the state’s
economy, as well as equity consequences.  The objective of this paper is to look at the
proposal and evaluate its impact on the Texas economy and on Texas citizens
compared with the existing tax system. 
The National Issues
While the narrative above is about Texas, the general points are not unique to
Texas.  First, many states are facing issues of education funding (Greene).   States are
also facing medical funding issues, especially Medicare.  Several states, including
Tennessee, Oregon and Hawaii have made major changes in an effort to address
medical care. 
  Second, the entire economy of the US has undergone structural changes and
the tax systems of most states were designed during and for an earlier time when
manufacturing and resource-based sectors were the major engines of growth. Michigan
is one of the first states to substantially revise its tax system.  It cut school property
taxes and increased sales tax and its modified version of a value-added tax (Citizens
Research Council of Michigan). 
Third, it is likely that states will be forced to reconsider their tax system as 
devolution kicks in.  We have moved from a system of revenue sharing, during which
the federal government basically raised tax revenues for local government, to New
Federalism of the Reagan era, during which the federal government suggested that
local governments should finance programs themselves if they wanted them, to
devolution, during which the federal government is turning over authority and some
funding responsibility, not just for local projects, but also for national programs.
Currently state tax systems are not as progressive as the federal tax system
(Browning and Browning).  Yet revenue generation is moving from the federal to the
state level.  In adjusting their tax system, states must deal not only with revenue
adequacy, but also with the distribution of the tax burden on different income groups. 
At the same time, the likelihood of states being politically able to implement a more
progressive tax system may be lower than at the federal level because it may be easier
for interest groups to get access to state legislators to argue their cause.
Theory
The impact of the proposed tax change in Texas can be evaluated using
differential incidence analysis.  Differential incidence analysis assumes that government
revenues and expenditures are held constant, and compares the distributional effect of
substituting one tax for another (Browning and Browning).  In addition, we will assume
that the reduction in the property tax has no effect on supply or demand in markets
affected by the Texas Business Tax and the sales tax increase (Browning and
Browning).
These assumptions do not seem unreasonable.  Under the proposal,
government spending and consumer income remain constant.   Although the governor
announced the plan as a tax cut, bipartisan analysis by the Legislative Budget Board
suggests that the tax cut will be about 3 percent for the average household (Kay, 1997). 
Thus, the consumer tax burden will remain essentially the same.
Evaluation of Taxes
A state or society can tax virtually anything that it chooses.  The objective is to
develop taxes and tax systems that serve the broad needs of society in an efficient, fair
and impartial way.  Several attributes of taxes are widely accepted as criteria for
evaluating the impacts of taxes on society and the economy (Stiglitz).  These are
described in this section and then used to evaluate the major revenue producing taxes
in Texas that are the focus of current tax legislation.  Clearly, no tax can be ideal with
respect to all these criteria.   Consequently, selecting taxes and designing a tax system
for state and local revenues remains a process of trade-offs and compromises.  
In the following sections, the attributes of taxes will be described, the present tax
system will be evaluated, and the proposed system will be evaluated.  Emphasis will be
placed on evaluating the equity of the tax system.  For an evaluation of the specific
taxes in the Texas system see Jones, Stallmann, and Tanyeri-Abur.
Evaluation Criteria
1.  Economic efficiency: an efficient tax system does not interfere with the efficient
allocation of resources and consumer choices.  Generally, a broad-based tax causes
fewer inefficiencies than a tax with a narrow base.
2.  Competitiveness: a competitive tax system does not negatively affect the ability
of firms within the state to compete with those outside the state, nor the ability of the
state to attract new business.
3.  Administrative simplicity: a simple tax system is easy for the taxpayer to
understand and relatively easy and inexpensive for the taxpayer and public sector to
administer.
4.  Adequacy: an adequate tax system is able to generate sufficient revenue to
meet public needs as the economy grows and declines.  For example, as population
and demand increase the tax base will grow sufficiently for revenue to meet public
demands.
5.  Fairness or Equity: the tax system is fair in its relative treatment of different
individuals.  That is, the tax system bears equally on people in similar circumstances
(horizontal equity) and differentially on people in dissimilar circumstance (vertical
equity). There are two ways to compare the circumstances of people and  whether the
tax system treats them fairly--by the benefits they receive and by their ability to pay. 
Which of the two characteristics of taxpayers--benefits received or ability to pay--is
appropriate for evaluating the equity of a given tax is a matter of public opinion and the
political process.
Benefits received:   Individuals contribute to the support of the government through
taxes in proportion to the benefits that they receive from public services. If taxpayers
contribute in this manner, there is horizontal equity.  People with the same benefits pay
the same taxes.  This principle does not include within it vertical equity.
Theoretically, the equity of the overall tax system can be evaluated by calculating
the total taxes paid and total benefits received by citizens.  The difficulties of this
approach are in identifying the beneficiaries of a given public expenditure and in putting
a value on the benefits of public goods, such as police protection, clean air, etc.
Ability to pay: The equity principle that taxes be distributed according to the capacity
of taxpayers to pay taxes.  Ability to pay is typically measured by income (Stiglitz).  To
determine if the tax has been distributed according to ability to pay the criteria of
horizontal and vertical equity are applied.  Horizontal equity in ability to pay concerns
whether individuals with the same income pay the same tax levy.  Vertical equity in
ability to pay compares the percentage of income paid in taxes by persons of varying
incomes (Davis and Meyer).   If persons of lower incomes pay a higher percentage of
their income in taxes, the tax is regressive.  If persons of increasingly higher incomes
pay an increasingly higher percentage of their income in taxes, the tax is progressive.  If
persons of all income levels pay the same percentage of their income in taxes, the tax
is proportional.  The vertical equity criteria does not give guidance on how large of a
difference in income is considered a different ability to pay, nor on how different the
percentages should be between income levels.  These matters are left to public opinion
and to the political process.
Evaluation of the Current Tax System
1.  Efficiency:  The current tax system favors some sectors within the state over
others.  It favors less capital intensivity over capital intensivity in the property tax.    The
property tax also favors the holding of intangible assets over tangible assets.   Use-
value assessment for agricultural, forestry and resource land favors those uses over
other uses of the land. The franchise tax favors partnerships and sole proprietorships
over corporations.  This tends to translate into favoring the service sector over
manufacturing and resource-based industries.  Exempting manufacturing and farming
from the sales tax, favors them over other sectors  
2.  Competitiveness:  Texas is a low tax state.  The competitiveness of some
sectors may be adversely affected by the property tax and the franchise tax.  Without
an income tax, the only tax deductible from the federal tax base for consumers is
property. As a result the net state tax paid by individual Texans is higher than it
appears. 
3.  Administrative simplicity: The sales tax contains a variety of local options that
complicate collection.  The franchise tax must be calculated two ways and the higher of
the two tax levies must be paid.  Property tax, a major source of revenue, is never
simple. 
4.  Adequacy:  Adequacy of tax revenues has become a problem because the
economy moved from extraction and manufacturing to services.  The factors of
production that are most valuable have changed, but the tax system does not reflect
this.  Land and equipment values are no longer growing (the property tax base is
stagnant); it is the return on human inputs, including management and mental powers,
that are creating the value.   A state tax system designed for an economy that no longer
exists does not provide adequate revenues because it is taxing the declining sectors of
the economy.  
5.  Equity:  The current tax system of Texas is regressive (Table 1), but it is
interesting to note that, except for the lowest income groups, the system is close to
It is important to point out that the table does not include the franchise tax and other
business taxes (severance tax, insurance tax, etc.).  The other business taxes are a
small percentage of tax revenues and are unlikely to have a major impact on the overall
tax burden.  The same is not true of  the franchise tax.  The franchise is a major tax,
and its incidence would be important for determining the  tax burden of the various
income groups. 
  At this time we do not have sufficient data to estimate the incidence of the franchise
tax, but a theoretical analysis suggests that it may be a progressive tax.  Because it is a
tax on corporations and limited liability companies, taxed firms compete with untaxed
firms in the same sector.  Demand will shift toward the untaxed firms if taxed firms try to
pass the tax forward.  This suggests that workers and shareholders bear the burden of 
the tax.  However, taxed firms also compete with untaxed firms in the labor market, so
that most of the tax burden may fall on shareholders.  This suggests that the franchise
tax is a progressive tax, because higher income groups own most of the corporate
shares.
 The  only tax of the system that is somewhat progressive is the property tax. 
Even here, the lowest income group has a relative burden equal to that of the second
highest income group.  The motor vehicle sales tax is nearly a proportional tax, except
for the highest income group.  All the other taxes are regressive.
Theoretically, it is also possible to evaluate the equity of the entire government
fiscal system, both taxes and expenditures, using the benefits received concept--all the
 Table 1:  Average Tax Burden and Relative Burden by Family Income of Selected 
State and Local Taxes, Fiscal Year 1994
Gross Family Income
       $10,000 $25,000      $35,000        $50,000         $100,000
Sales Tax
Average $ Paid $416 $727            $900          $1,163             $1,800
% of Income  4.16 2.91              2.57              2.33                 1.80
Relative Burden  2.31 1.62              1.43              1.29                 1.00
Property Tax
Average $ Paid $205 $347            $568          $1,042             $2,881
% of Income  2.05 1.39              1.62              2.08                 2.88
Relative Burden  0.71 0.48              0.56              0.72                 1.00
Alcohol & Tobacco Taxes
Average $ Paid  $87 $143            $169             $165                $174
% of Income 0.87  0.57             0.48              0.33                 0.17
Relative Burden 5.12  3.35             2.82              1.94                 1.00
Motor Vehicle Sales Tax
Average $ Paid  $50 $126            $152             $251                $270
% of Income 0.51  0.35             0.30              0.25                 0.14
Relative Burden 1.85  1.85             1.63              1.85                 1.00
Motor Vehicle Registration
Average $ Paid $51   $89            $103             $126                $136
% of Income 0.51  0.35             0.30              0.25                 0.14
Relative Burden 3.64  2.50             2.14              1.79                 1.00
Motor Fuels
Average $ Paid $80 $141            $173             $201                $235
% of Income 0.80  0.56             0.50              0.40                 0.24
Relative Burden 3.33  2.33             2.08              1.67                 1.00
TOTAL
Average $ Paid $889 $1,573        $2,065           $2,948          $5,496
% of Income 8.89     6.28            5.91               5.89              5.50
Relative Burden 1.61     1.14            1.07               1.07              1.00
% of Families in 
   Income Range** 12.75   27.04          16.46             19.10            22.02
Source: Adapted from Texas State Comptroller’s Office
*Relative burden expresses the percentage of income paid to the tax for each family income group as a
ratio to the percentage of income paid to the tax by the $100,000 income group.
**Income ranges are: less than $10,000, between $10,000 and $25,000, between $25,000 and $35,000,
between $35,000 and $50,000, and between $50,000 and $100,000.  2.63 percent of families have
incomes of over $100,000.  Based on 1989 census data. 
taxes paid versus all the benefits received.  A 1973 study concluded that Texas had the
second most regressive fiscal system of the contiguous forty-eight states (Booms and
Halldorson).   Although we could not find a more recent study, major tax increases
since the 1970s were mostly in regressive taxes and user fees; while analysis of
expenditures indicates that Texas spends less per client on education and welfare than
the national average (Hill and Mladenka).
Proposed Changes to the Texas Tax System
This section evaluates the changes to the Texas tax system, as proposed by the
governor.  The proposal of the governor would lower the property tax, the most
progressive tax, and increase the sales tax, a more regressive tax.  The motor vehicle
sales tax would also increase by the same amount and to the same rate as the sales
tax.  The proposal also eliminates the franchise tax, which may be progressive and
substitutes a value-added tax that is regressive (CBO).
Texas has no income tax.  While it is obvious that the income tax, in lieu of sales and
other regressive taxes, is the most effective way to gain an equitable system, it is not
favored in Texas.  This fact has numerous implications, not the least of which is that
Texans export tax dollars to the federal government because a sales tax is not
deductible from the federal income tax adjusted gross income. The state portion of the
sales tax generated approximately 12.6 billion dollars in revenues for fiscal 1996
(Report of the Staff Work Group).  If the same revenues were generated with a state
income tax, Texans could lower their federal tax by 2.75 billion dollars, decreasing the
combined federal and state tax bill for individual Texans.
Property Tax
Several jurisdictions can tax property--county, city, school district, transit
authorities, and others.  The current proposal applies only to school property taxes,
which have risen the most rapidly.  In the proposal the school property tax is decreased
.20 per 100 dollars and the sales tax is increased.  The main effects of the proposed
changes to the property tax are in the areas of equity and competiveness.  
Competitiveness:  The proposed change lowers the property tax, which is
deductible from federal individual income tax, and substitutes an increase in the sales
tax, which is not deductible.  If state revenues remain equal, this change increases  the
net tax paid by the individual.  The proposed cut in property taxes is 2.8 billion dollars, 1
billion dollars of which would be recovered by an increase in the sales tax. Given the
average federal tax bracket for Texans of about 22 percent (Kay, 1997), homeowners
would receive about 780 million dollars of that tax cut and the federal government would
receive 220 million dollars.  That is homeowners would pay 780 million less in property
tax and 1 billion more in sales tax for a net tax increase of 220 million dollars.  This
makes Texas less competitive than it was for attracting new residents.
Equity:   The proposed reduction in the school property tax makes the property
tax more progressive, mainly because of the $20,000 additional homestead exemption
rather than because of the reduced tax rate.  The average rate is reduced from $1.40
per $100 to $1.20 (Kay, 1996).    When the deductibility of the property tax on the
federal income tax is taken into account, the tax becomes more regressive on the
lowest income group, but more progressive for the other income groups (Table 2).
Table 2:  Average Property Tax Burden and Relative Burden by Family Income,
    Texas, Fiscal Year 1994
Gross Family Income
$10,000         $25,000         $35,000         $50,000     $100,000
Current Property Tax
Average $ Paid $205 $347 $568 $1,042 $2,881
% of Income 2.05 1.39 1.62 2.08 2.88
Relative Burden 0.71 0.48 0.56 0.72 1.00
Federal Income Tax Rate      0 15 15 28 31
Federal Tax Reduction  $0 $-52 $-85 $-292 $-893
Avg.Net Property Tax$205 $295  $483 $750 $1988
% of Income 2.05 1.18 1.38 1.50 1.99
Relative Burden 1.03 .59 .69 .75 1.00
Proposed Property Tax
Tax Reduction $-125 $-211 $-290 $-334 $-491
Average $ Paid $80 $136 $278 $711 $2390
% of Income .80 .54 .79 1.41 2.39
Relative Burden .33 .23 .33 .59 1.00
Federal Tax Reduction $0 $-20 $-42 $-198 $-741
Avg. Net Property Tax $80 $115 $236 $512 $1649
% of Income .80 .46 .67 1.02 2.14
Relative Burden .37 .21 .31 .48 1.00
For property tax, our estimate of the impact of the proposal is conservative, i.e.,
erring on the side of the tax being more progressive than it might be.  This comes in the
lower income groups.  In the lower income groups, the majority are renters not home 
owners.  This results in the average value of a home being quite low, and less than the
$20,000 additional exemption.  As a result, homeowners in the lowest two groups pay
no school property tax.  Over 40 percent of Texans rent (Kay, 1997).   But only a small
percentage of taxpayers in the lower groups will benefit from the $20,000 exemption. 
Rental units do not qualify for the $20,000 exemption, so renters will see very little
decrease in the property tax they pay as part of their rent.  The federal deductibility
decreases the progressiveness of the tax (Table 2).
Sales Tax
The proposal increases the sales tax from 6.25 percent to 6.75 percent.   The
sales tax is a regressive tax.  Increasing the sales tax increases the percentage of 
income going to the tax by all income groups (Table 3).  The relative burden remains
the same, because we assumed that there would be no change in total consumption
dollars, only a change in the allocation of those dollars between taxes and purchases. 
It is possible that the higher income groups may decrease savings and increase
consumption spending.  Based on similar assumptions, the relative burden of the motor
vehicles and mobile home sales also does not change. 
Table 3:  Current and Proposed Average Sales Tax Burden and Relative Burden by
Family Income, Texas State and Local Taxes, Fiscal Year 1994
Gross Family Income
$10,000 $25,000                 $35,000 $50,000 $100,000
Current Sales Tax
Average $ Paid $416 $727 $900 $1,163 $1,800
% of Income 4.16 2.91 2.57 2.33 1.80
Relative Burden 2.31 1.62 1.43 1.29 1.00
Proposed Sales Tax*
Average $ Paid $449 $785 $972 $1256 $1944
% of Income 4.49 3.14 2.78 2.58 1.94
Relative Burden 2.31 1.62 1.43 1.29 1.00
*Assumes that total dollars for consumption do not change, but the allocation between
goods and services and taxes does change.
The Franchise Tax  
The governor’s proposal eliminates the franchise tax and replaces it with the
Texas Business Tax (see below). 
Efficiency: The franchise tax currently favors some types of business
organization over others.  Eliminating the tax, removes this inefficiency.
Equity: The analysis above suggests that the franchise tax may be progressive. 
Because data are not available on the amount of the tax passed-on to the various
income groups, for this analysis the tax is treated as a proportional tax, thus erring on
the conservative side.  That is we are assuming that the old tax system may be more
regressive than it actually is when comparing it to the new tax system.
The Texas Business Tax
The proposed Texas Business Tax is a modified value-added tax, similar to the
one used in Michigan.
Efficiency: The Texas Business Tax is broader based than the franchise tax. 
Investment within the state is not distorted because the proposed tax applies to all
businesses in proportion to their contribution to gross state product. There may be
some bias against retail because retail sales will be subject to the sales tax in addition
to the value-added tax.
Competitiveness: The impact of the tax will depend on the proposed rate along
with other taxes that firms must pay, including the property tax.
Administrative ease: Value added taxes tend to be complex (CBO).
Adequacy:  Because the tax is not based on profits, it tends to be less cyclical
than the assets and profits based franchise tax, giving a more stable revenue stream.
Equity:  Because the Texas Business Tax is broad based, taxed firms do not
compete with untaxed firms, thus firms can pass the tax forward to the consumer.  The
value-added tax is a regressive tax (CBO).
Table 4 suggests that the proposed Texas Business Tax is regressive.  The
impact of the tax was calculated based on information provided by the Congressional
Budget Office (CBO).  Using a 3.5 percent value-added tax, the CBO calculated the
percentage of income spent on the tax by each income quintile.  The proposed Texas
Tax is 1.25 percent, or 36 percent of that used in the CBO study.  Thus the percentage
of income spent on the tax in the CBO study was multiplied by .36 to give the Texas
estimate.  From that percentage the tax levy and the relative burden were calculated. 
The Texas Business Tax is more regressive than the sales tax.
Overall Analysis of the Proposed Tax System
To determine the overall equity of the Texas tax system we updated Table 1 to
reflect the new tax proposals.  To update the table we made several assumptions.  In
each case we made a conservative assumption, that is we chose the regressive
Table 4:  Proposed Average Texas Business Tax Burden and Relative Burden 
              by Family Income, Fiscal Year 1994
Gross Family Income
 $10,000 $25,000 $35,000 $50,000 $100,000
Texas Business Tax
Average $ Paid $173 $288 $354 $415 $540
% of Income* 1.73 1.15 1.01 .83 .54
Relative Burden 3.20 2.13 1.87 1.54 1.00
*Calculated from the CBO study.
assumption for the current tax system and the progressive assumption for the tax
proposal.
For the sales tax consumers are assumed to continue spending the same total
dollars on consumption, but more of consumption expenditures are allocated to taxes
than to goods and services.  Because of this assumption, the relative burden of the
proposed sales tax does not change from that of the current tax.
For property tax, the estimate of the impact of the proposal again is conservative,
i.e., erring on the side of the tax being more progressive than it might be.  This comes in
the lower income groups.  In these groups, the majority of families are renters not home
owners.  Rental property does not qualify for the $20,000 exemption.  The reduction in
rent due to a change in the school tax rate (other property tax rates do not change) is
likely to be small.  In reality only a small percentage of taxpayers in the lower groups will
benefit from the $20,000 exemption.  The federal deductibility decreases the
progressiveness of the tax.
Although our analysis suggests that the franchise tax may be progressive, we will
treat it as a neutral tax for this analysis, thus erring on the conservative side.  The
Congressional Budget office suggests that the Texas Business Tax will be regressive.
A comparison of the relative burden of the current and proposed tax systems is
given in Table 5.  The proposed tax system is more regressive than the existing system. 
While the property tax proposed is more progressive than the existing property
tax, this change is outweighed by the regressive impact of the proposed Texas
Business Tax.  The system becomes more regressive with the federal income tax 
Table 5:  Relative Burden of Current and Proposed Tax System by Family Income,
Texas State and Local Taxes, Fiscal Year 1994
Gross Family Income
  $10,000 $25,000 $35,000 $50,000 $100,000
Current* 1.61 1.14 1.07 1.07 1.00
Current* with Federal
   Property Tax Deduction 1.93 1.32 1.23 1.15 1.00
Proposed 1.70 1.20 1.10 1.10 1.00
Proposed with Federal
   Property Tax Deduction 1.96 1.36 1.25 1.18 1.00
*Assumes the franchise tax is a proportional tax. proportional.  Still the highest income
group has the lowest relative burden and the lowest income group has the highest
relative burden. deduction because higher income families can deduct a larger
percentage of their property tax.
The proposed changes to the tax system, particularly cutting the property tax for
businesses and switching from the franchise tax to the Texas Business Tax, likely
increase the efficiency of the tax system.  That is, there are fewer incentives for a
business to take a course of action that minimizes tax liability even though it is not
economically efficient.
The impact of the proposal on competitiveness is more difficult to ascertain
because we do not have sufficient data on the existing franchise tax.  Switching from
the franchise tax to the Texas Business Tax, should increase the competitive position of
incorporated firms.
While the above analysis is not precise, it does point to the direction of change in
the tax system.  Given the rapidity at which this proposal has moved, a more detailed
analysis would not be a timely analysis.  In fact, as these words are written, a very
different proposal has started moving through the legislature.  The concensus is that its
passage is more likely than the governor’s proposal.  The proposal cuts property tax by
3 billion dollars.  The proposal does not include the Texas Business Tax and the
franchise tax is extended to all business organizations except sole proprietorships
(because of constitutional restraints on an income tax).  Alcohol and tobacco taxes
would be increased by 10 percent and more goods and services would be subject to the
sales tax (Robinson).
The operation and maintenance portion of school property tax would be cut to 50
cents per $100 from the current average of $1.40 for residential property.  The rate for
business property would be $1.00 and would be collected by the state.  There would be
no limit on property taxes levied for school construction debt service (Associated
Press).  Hearings on this plan are beginning and there are sure to be more changes
along the way.
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